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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and methods for Establishing Payment Rates 
(Long Term Care Facilities) 

E. 	 PlantCostComponent(for Class Ill facilities and grandfathered Class 1 and Class 11 
facilities) 

4. SpecialProvisions (continued) 

c. 	 New Facility: A "new facility" is defined as a LTC provider in a facility that does not 
have a Medicaid historical cost basis. The new provider's initial-period plant cost 
component will be the provider's certified and agency approved plant cost per 
patient day (per Section IV.B.4.a.) up to the plant cost limit where the plant cost 
limit is determined using update methods 1) and 2) of Section lV.8.4.b. above. 

d. 	 Additions, Renovations and Newly Constructed Facilities: The provider's initial 
plant cost component subsequent to the changes in plant costsw i l l  be the 
provider's certified and agency approved plant cost per patient day (per Section 
IV.B.4.a.) up to the plant cost limit, where the plant cost limit is the weighted 
average (using proportions of historical cost) of the historic PCL for the pottion of 
the facility that remains unchanged, and the PCL applicable to the new portion. 
determined using update methods 1) and 2)of Section IV.B.4.b. above. 

e. 	 Sales and Resales: Sales and resales will be recognized by the program. 
Reimbursement for providers with facilities purchased prior to July 18, 1984, will 
be determined in accordance with the State Plan methods applicable at the time 
of sale. Reimbursement for providers with facilities purchased on or after July 18, 
1984, but notthe result of a binding agreement entered into prior toJuly 18, 1984, 
will use as a plant cost basis. allowable cost as determined in accordancewith the 
Medicare Principles of Reirnbursements modified in Section Ill. In 211 cases of 
sale or resale, the seller must noti@the State agency at least 90 days in advance 
of purchase. The sale will not be recognized for reimbursepent purposes until 90 
days after notification. Provisions of 42 CFR 413.134 (9will be retrospectively 
satisfied at this time. Any exception must be approved by the State agency. In 
the event of sale there will be an application of 45 CFR 413.134 (f) for any 
reimbursement received by the seller as depreciation expense from October I, 
1984 through the effective date of the sale and the transfer of assets. 

The provider's plant cost component subsequent to the sale will be the provider's 
certified and agency approved plantcost per patient day (per Section IV.B.4.a.) up 
to the plant cost limit determined using update method 2) of Section IV.8.4.b. 
above (only the interest portion OF the limit is updated). 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and Methods farEstablishing Payment Rates 
(Long Term Care facilities 

8. Plant Cost Component (for Class 111 facilities and grandfathered Class I and Class II facilities) 

4.  Special Provisions (continued) 

C. Variable Cost Component 

For Class 11  provider cost reporting periods, beginning on or after January 1, 1989, the 
variable cost component of the prospective rate will be based on a submitted cost report. 
Cost will be settled retrospectively against a fixed ceiling using allowable cost principles, as 
defined in Section I l l  of this attachment. Fixed variable component ceilings will be 
determined for each facility based on the submitted budget. 

For provider cost reporting periods beginning on or after April 1, 1986, the variable cost 
component for long term care facilities in Classes Iand I l l  will be determined in accordance 
with the following sections. Rate setting for prior periods will be made in accordance with the 
State Plan in effect at the beginning of :he provider's rate setting period. 

1. 	 Variable costs are defined as total allowable costs allocated to base and support costs in 
the routine service centers. Allowable costs and expenses are determined allowable in 
accordance with Medicare Principles of Reimbursement as modified by Section I l l  Of this 
attachment. The agency's cost reporting forms specifically allocate routine service center 
costs into base, support, and plant costs. Costs of other services are also allocated on 
the cost reporting forms into ancillary Service centers (retrospectively cost settled or paid 
fee-for-service), home for the aged service centers, and other nonreimbursable service 
centers. 

2. 	 The variable cost component consists of two subcomponents - the base cos: component 
and the support cost component. Ease costs are generally defined as those costswhich 
cover activities associated with direct patient care. Special add-ons lo provide cash flow 
for anticipated costs that are not included in the cost base period may also be included in 
the rate. Effective for cost reporting periods beginning on or after October 1, 1990. base 
costs include: 1) labor costs and related benefits and payroll taxes except medical 
records, medical director, general and administration, housekeeping, and operation Of 
plant cost categories; 2) raw and processed food costs: 3) the cost of all utilities: 4) 
consultant costs for base cost categories from a related organization; 5 )  the cost of 
contracted agency nursing personnel; 6) linen; 7) all worker compensation costs: and, 8 )  
all other costs incurred in base cost categories except as specifically defined 3s support 
costs. 

Supersedes 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and Methodsfor Establishing Payment Rates 
(Long Term Care Facilities) 

C. Variable Cost Component 

2. (continued) Effectivefor cost reportingperiods beginning on or after October 1, 
1990, support costs are considered to be all other variable costs, including 
administrative costs; consultantcosts regardless of the department with which the 
cost is associated; all equipment repair and maintenance costs; andall materials 
and supplies except for thoseincluded in basecosts..,More specifically: 

a. 	 Base costs are defined as allowable costs (i.e., with related organization profit 
removed) for: 

Payroll related costs (salaries, wages,related payroll taxes and fringe 
benefits)for core departments of nursing, dietary, activities, social services 
and laundry plus these other majorcost item: raw and processed food; 
linen (doesnot include mattressesor springs); workers' compensation; 
utility costs; consultantca ts  for base cost categories from related 
organizations; and supply costs incurred in all base cost departments. 

Purchased services and contractlabor from unrelated parties or from 
related organizations, exceptfor nursing services, incurred in lieu of base 
costs as definedin Section 1, immediately above, are separated into base 
and support costs using the industry-wideaverage base-to-variable-cost 
ratio. The industry-wide average base-to-variable-cost ratio will be 
reviewed at least annually andrevised when a change of2% or greater 
occurs. The ratio will be based oncost reports filed in the calendar year 
that is two years prior to the end ofthe current fiscal year. The purchased 
services to be allocated using this methodare exclusively limited to 
contractedservices for costsincurred in base cost categories. All other 
purchased servicesare defined as support costs. 

b. Support costs are defined as: 

The payroll related costs of the departmentsof housekeeping and 
maintenance of plant operations;administrative costs; all consultant costs, all 
equipment maintenance and repair costs;and allother allowable variable 
costs, purchased services and contractlabor not specified as base costs (i.e., 
variable costs minus base costs). 

c. 	 The allowability of costs shall be determined in accordance with Medicare 
Principles of Reimbursement as modified in Section Ill above. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and Methods for Establishing Payment Rates 
(Long Term Care Facilities) 

C. Variable Cost Component (continued) 

3. 	 The rate determination methods using base and support costs to obtain the variable cost 
component are described below: 

a. A provider’s indexed base cost component is determinedas per patient day base 
costs taken fromthe provider’s cost report endingin theprevious calendar year 
indexed to October Iof theyear that is oneyear priori30 the rate year being 
calculated. The base cost component will be rebased (recalculated) annually to 
reflect the morecurrent costs of both the resource needsof patients and the 
business expensesassociated with nursing care. The basis for the costindex is the 
Global Insight Health Care Cost Review, DRI-WEFA Skilled Nursing Facility Market 
Basket without Capital Care Cost Review. 

1. 	 Beginning October1, 2003, the annual economic inflationary rate for ClassI and 
Class Ill facilities is 0%. 

2. 	 The State will conduct annualstudies relating actual industry costs to the 
inflationary adjusters used in setting prospective rates, within thecontext of the 
total rate. MSA will share thestudy results at thenext Long Term Care Liaison 
meeting following completion ofthe study. 

If more than 20 percent of facilities ina class identify and documentthat new 
State or Federal requirements are anticipated to add more than 1 percentto the 
classwide averagerates of facilities, theState will convene awork group that 
includes provider representatives to discuss and recommend adjustments the 
prospective reimbursement system to meetthose new costs. The state agency 
will act upon these recommendations within90 days oftheir receipt. This 
provision does not apply to minimum wage changes April 1, 1991. 

b. 	 A provider’s indexed support cost component is determined as the provider’s indexed 
base cost componenttimes the lesser of the provider’s support-to-base (S/B) ratioor 
the support-to-base ratio forthat facility’s bedsize group. 
For Class Iand Class111 facilities rate periods beginning on or after October 1, 2003: 

1) The provider’s S/B ratio is determined from the cost report ending in theprevious 
calendar year, indexed to October 1 ofthe year that is one year prior tothe rate 
year being calculated. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State of .MICHIGAN 

Policy and Methods for Establishing Payment Rates 
(LongTerm Care Facilities) 

C. Variable Cost Component 

3. 	 The rate determination methods using base and support coststo obtain the 
variable cost component 

b. A provider’s indexed support cost componentis determined (continued) 

2) 	The provider’s S/B ratio is limited to the 80fipercentile S/B ratio for the 
provider‘s bed size group. The bed size groups shall be 0-50,51-100, 
101-150 and 151+ licensed nursing bedsin the facility or nursing complex. 

3) The provider’s S/B ratio is rebased annually regardless of ownership. 

4) 	An individual facility’s support limit will be computed by multiplyingthe 
applicable annual ratio limit for the provider’s facilitysize grouping times 
the provider’s per patient day base cost for the period. If a provider’s 
support component exceeds the limit,the providerwill be paid the limit 
amount, which is basedon the appropriate bed size grouping. 

5) 	The 80mpercentilesupport-to-base ratio limits will be determined annually 
from the cost reports endingin the previous calendar yearfor each size 
grouping. The 80thpercentile support-to-base ratio limit will be determined 
in alike manner as the variable cost limit described in Section IV C.3.c.2of 
this plan. 

c. The provider’s variable rate base is determined asthe lesser of the variable 
rate base or the provider’s classwide variablecost limit (VCL), where: 

1) The classwide VCL is set at the 80fipercentileof the indexed variable 
costs for nursing care facilitiesin the class during the calendar year. 

To determine the classwide VCL, theState first rank orders providers from 
the lowest to the highest indexed Medicaidper patient day variable cost. 
The 80fipercentile is then identifiedby accumulating Medicaid patient 
days of the rank ordered providers fromthe lowest indexed per patient day 
variable cost provider until 80 percentof the total Medicaid days for this 
class is reached. The indexed Medicaid per patient day variable cost of 
the facility in which the last patient day was accumulatedis the variable 
cost limit for the class of providers. 
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STATE PLAN UNDER TITLEXIX OF THE SOCIALSECURITY ACT 

State of MICHIGAN 

Policy and Methods for EstablishingPayment Rates 
(Long Term Care Facilities) 

C. Variable Cost Component (continued) 

3. The rate determination methods using base and support costs 

c. 	 The provider‘s variablerate base is determined asthe lesser ofthe variable 
rate base or the provider‘s classwide variable costlimit (VCL), where 
(continued): 

3) 	 The variable cost limitfor private institutionsfor the mentally illand 
mentally retardedis computed by addingthe VCL for Class Inursing 
facilities plus the cost of additional nursing hoursper patient care day 
plus the cost of additional services asrequired by the Department, as 
outlined in the Supplement to Attachment 3.1-A. 

4. Nursing Facility Class I Rate Relief 

a. Criteria for Eligibility for NF ClassI Rate Relief-A Class I nursing facility 
provider may applyfor rate relief fromthe usual rate setting process if they 
meet the following eligibility criteria: 

1) 	 The provider must demonstrate that the current Medicaid rate does 
not provide them with adequate fundingto deliver the level of careto 
the Medicaid beneficiariesin the facility such that “each resident 
attains and maintainsthe highest practicable physical, mental and 
psycho-social well-being” as required the Omnibus Budget 
ReconciliationAct (OBRA) of 1987. 

2) The nursing facility Variable Rate Base amount meetsthe following 
criteria: 

a) For a current provider-The facility’s Variable Rate Base at or 
below the corresponding class Average Variable Cost. The class 
Average Variable Cost used this determination is the one that 
corresponds withthe October 1 to September 30 rate yearfor 
which rate relief has been requested; or, 

b) 	 For a new provider in a Medicaid-enrolled nursing facility-The 
facility’s current Variable Rate Baseis at or lessthan 80 percent 

TN NO.: 03-12 Approval Date: JUN 1 4 2004 EffectiveDate:10/01/2003 
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Section I’d Page 18 

STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and Methods for EstablishingPayment Rates 
(Long Term Care Facilities) 

, C. VariableCostComponent 

4. Nursing Facility Class I Rate Relief 

a. Criteriafor Eligibility 

2) b) continued 

of the corresponding class Average Variable Cost. The class Average 
Variable Cost usedfor this determination is the one that corresponds with 
the October 1 to September 30 rate year for which rate relief has been 
requested. (A new facility with a Variable Rate Base between80 and 
100% of the corresponding class AverageVariable Cost will be eligiblefor 
accelerated rebasing andwill be treated as a current provider) 

3)A current Medicaidprovider agreement for the facility is in effect, except 
when applying under criteria 4) e). The rate relief period will be based on 
the facility, and not the owner,provider, or licensee. A change of ownership, 
provider, or licensee during therate relief period would not end the 
agreement for rate relief under this policy,so long as the new owner, 
provider, or licensee fully complieswith the requirements of the rate relief 
agreement. 

4) The provider must also meet atleast one of the following five criteria: 

a) The sum of the provider’s Variable Rate Base, Economic Inflation Update 
and other associated rate add-ons (excluding Nurse AideTraining and 
Testing reimbursement), plus the net Quality Assurance Supplement, 
must be less than the provider’saudited Medicaid variable cost per 
patient day forthe two years prior to the first year of rate relief. Costs for 
Nurse Aide Training andTesting are not included in the Medicaid variable 
costs. To demonstrate this difference,the provider must submit an 
analysis comparing their variable costsincurred and variable costs 
reimbursed forthe two years previous to the year for which rate relief is 
requested. 

b) The provider is required, as aresult of a survey bythe state or federal 
regulatory agency, tocorrect one or more substandardquality of care 
deficiency to attain orsustain compliance with Medicaidcertification 
requirements. The survey must have occurred within six months priorto 
the provider’s requestfor rate relief. The provider must submit a copyof 

TN NO.: 03-12 Approval Date: JUN 1 4 2004 Effective Date: 1010112003 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

State of MICHIGAN 

Policy and Methodsfor Establishing Payment Rates 
(Long Term CareFacilities 

C. Variable Cost Component 

4. Nursing Facility Class1 Rate Relief 

a. Criteria for Eligibility 

continued 

the citation and an approved Planof Correction outlining the action being 
taken by the provider to address the requirement($): or 

+ $ 

The facility has a significantchange in the level of areneeded for 

current Medicaid residents. A significant charge isdefined as an 

increase of at least 10 minutesof nursing care per resident perday. The 

provider must submit an analysis comparing resident acuity levels from 

the rate base yearto current residentacuity levels. The Minimum Data 

Set (MDS) data must be used
for this comparison. This data will be 
subject to a clinical review byDCH clinical staff. The analysis must also 
include a comparison of the previous and current nursing staffing levels 
required and other nursing related costs or requirements likelyto 
increase the operational costs;or 

The provider isnew in a Medicaid Enrolledfacility and the facility’s most 
recent cost report submitted to DCH was incomplete, undocumented or 
had unsubstantiated cost databy the previous provider. Inadequate cost 
reporting would include non-paymentof accrued liabilities due to the 
previous provider‘s bankruptcy as determined by Medicaid auditorsin 
accord with Medicaid allowable costs,or inadequate records to support 
the filed cost report. Proof of the changeof ownership must be 
submitted along with an explanationof why the cost report data is 
inadequate to calculate the provider‘s reimbursement rate; or, 

Rate reliefis needed becausethe facilitywill be closed due to a 
regulatory actionby the stateor federal regulatory agencywhere the 
facility’s closure will result in severe hardship for its residents and their 
families due to the distance to other nursing facilities,and no new 
provider will operate the facilityat it’s current reimbursement rate. A 
facility would meet this hardship criteriaif itis the only nursing facility in 
the county or, the closing facility has at least sixty-five percentof the 
Medicaid certified beds in that county. 
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Section IV Page 20a 

STATE PLAN UNDER TITLEXIX OF THE SOCIAL SECURITYACT 

State of MICHIGAN 

Policy and Methodsfor Establishing Payment Rates 
(Long Term Care Facilities) 

C. Variable Cost Component 

5. Special Provisions: 

a. New Facility(continued): 

facility that does not have a Medicaidhistorical coat basis, willbe paid in 
accordance with Sectionc. below. 

b. 	 Change of Class: An existing enrolled nursing facility which becomes a Class 
I or Illfacility, will be paidin accordance with Section c. below. 

c.PaymentDetermination: 

1) 	During the first two cost reporting periods,rates for providers defined in 
Sections a. and b. abovewill be calculated using a variable rate base 
equal to the class average of variable costs. 

2) 	 In subsequent periods the provider’s variablerate base will be determined 
using methods in Section IV.C.l. through IV.C.3. above. 

6. 	 Beginning October 1, 2003, Class I, and non-publicly owned Class Ill nursing 
facilities will receive a monthly payment aspart of a Quality assurance 
Assessment Program (QAAP). A facility’s QAAP payment will be based on the 
facility’s Medicaid utilization multiplied by a Quality Assurance Supplement 
(QAS). A facility’s Medicaid utilization will bethe sum of all routine nursing care 
and therapeutic leave days billedto Medicaid by that facility during a 12-month 
period beginning in June of the previous calendar year. Theper diem rates for 
nursing facility bed days where Medicaid pays room and boardfor hospice 
residents in nursing facilitieswill be increasedto include the QAAP. Hospice will 
be responsible for reimbursing nursing facilitiesfor room and board consistent 
with their contract. The QASis equal to 21.76% of the lesser of the facility’s 
variable rate base or the class variable cost limit. The nursing facility’s current 
fiscal year rate is based on the facility’s cost reportfor the secondfiscal year 
prior to the current fiscal year. For the current fiscal year, this QAS payment will 
result in a gross increase of approximately 11.5% over the fiscal year’s 
nursing facility rate in aggregate. 
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Section IV Page 25 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITYACT 

State of MICHIGAN 

Policy and Methods for Establishing Payment Rates 
(Long Term Care Facilities) 

G. Payment Determination forSpecial LTC Facilities 

The payment ratesfor all special facilities for ventilatordependent patients shall be a flat per 
patient day prospective rate determined by the single State agency. The special LTC facility
prospective rate shall not be subject 1V.A. through 1V.F. above, butto the provisions in Sections 
instead the provisions within this section shall be used for payment determination. 

1. Payment shall bemade for prior authorized ventilatordependent patients who have been 

2. 

3. 

4. 

transferred from an acute care inpatient hospital setting to aqualifyingspecial LTC facility. 
The prospectiverate shall cover care requirementsof the patients, includingall the costs of 
benefits associated with Medicare Parts A andB services while the patient resides in the 
special LTC facility. This includes but is not limited to all routine, ancillary, physician and other 
services relatedto ventilator care. 

The purposeof the special rate is to provide the facility with payments meant to cover the cost 
of necessary physician’s services including servicesin the capacity of a case manager who will 
prescribe and monitor, on acasebycase basis, habilitative and rehabilitative services 
necessary for management of the ventilator dependency. The ultimate goal is de
institutionalization of those ventilatordependent patients level ofwho may gain an adequate 
independence. 

Factors used by the single State agency in the determination of the per patient day prospective 

rate shall include audited costs at facilities providing similar services expected increases in the 

appropriate inflationary adjustor over the effective period of the prospectiverate, the supply 

response of providers and the number of patients for whom beds are demanded. The 

prospective rate will not exceed
85 percent nor fall below 15 percent of an estimate of the 
average inpatient hospital rate for currently placed acutecare Medicaid patients who are 
ventilator dependent. The prospective rate shall be periodically reevaluated (no more than 
annually) to ensure the reasonableness of the rate and the appropriate balanceof supply and 
demand for special care is met. 

The cost basis shall be determinedin accordance with SectionI through Ill of this plan, 

excluding Sections111.B.,II1.C. and 1II.D. Providers are requiredto maintain distinct part 

accounting records for all costs associated with the special LTC beds to ensure those costs 

are not included as a reimbursement basis in the other distinct parts
of the facility. 

Beginning October1,2003, non-publicly owned ventilatordependent care units licensed as 
nursing facilitieswill receive a monthly payment as part of a Quality Assurance Assessment 
Program (QAAP). A facility’sQAAP payment will be based on the facility’s Medicaid utilization 
multiplied by a Quality Assurance Supplement (QAS).). A facility’s Medicaid utilizationwill be 
the sum ofall routine nursing care and therapeutic leave days billed to Medicaid by that facility
during a 12-month period beginning in June of the previous calendar year. The QAS is equal 
to 21.76% of the ClassI variable cost limit. 
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